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INDEPENDENT AUDITOR'S REPORT

We have audited the f inancial statements of the governmenta I act ivi t ies, business{ype activi t ies. the aggregate
discretely presented component unit ,  each major fund. and the aggregate remaining fund information of the
Vitlage of Lincoln, Alcona County, Michi$an, (the "Village"), as of and for the year ended March 31, 20O8. which
col lect ively compose the Vi l lage's basic f inancial statements, as l isted in the table of contents. These f inancial
statements are the responsibi l i ty of the Vi l lage's management. Our responsibi l i ty is to express an opinion on
these f inancialstatements based on our audit.

We conducted our audit in accordance with audit ing standards general ly accepted in the United States of
America and the standards applicable to the f inancial audits contained in Government Audit in( Standards.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
support ing the amounts and disclosures in the f inancial statements. An audit also includes assessing the
accounting principles used and signif icant est imates made by management, as well  as evaluating the overal l
f inancial statement presentation. We bel ieve that our audit provides a reasonable basis for our opinion.

In our opinion, the f inancial statements referred to above present fair ly, in al l  material respects, the respective
financial posit ion of the governmental act ivi t ies, business{ype activi t ies, the aClElfegate discretely presented
component unit ,  each major fund, and the aggtegale remaining fund information of the Vi lbge of Lincoln,
Alcona County, Michigan, as of March 31, 2008, and the respective changes in f inancial posit ion and cash f lows,
where applicable. of those activi t ies and fund and the budgetary comparison for the general fund for the year
then ended in conformity with accounting principles general ly accepted in the United States of America.

fhe Village of Lincoln, Alcona County, Michigan has not presented a Management's Discussion and Analysis
("MD&A") as required supplemental information that the Governmental Accounting Standards Board has
determined is necessary to supplement, although not required to be a part of,  the basic f inancial statements.

Our audit was conducted for the purpose of forming an opinion on the Vi l lage's basic f inancial statements. The
combining fund statements described in the accompanying table of contents are presented for the purpose of
addit ional analysis and are not a required part of the basic f inancial statements. Such information has been
subjected to the audit ing procedures applied by us in the audit of the basic f inancial statements and, in our
opinion, i t  is fair ly stated in al l  material respects in felat ion to the basic f inancial statements taken as a whole.

ln accordance with Government Audit ing Standards, we have also issued a report dated September 30,2008,
on our consideration of internal control over f inancial report ing and our test of i ts compliance with certain
provisions of laws, regulat ions, grants and contracts. The report is an integral part of an audit pertormed in
accordance with Government Audit inf,  Standalds and should be read in conjunction with this report in assessing
the results of our audit.

1223 9.5t  a te,9 l i te  A
P.0. Fox 90 1
Alpena,Ml 497 07

vi l lage counci l
Vi l lage of Lincoln
Alcona, Michigan

Johnson & Schulze PC
Alpena, Michigan
September 30, 2008

si.ANNA M. . rDfiflS)t,t. cPA

9&9-354-b7 07
FAX 989354-87 08
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VILLAGE OF LINCOLN
ALCONA COUNTY, MICHIGAN

GOVERNMENT-WIDE STATEMENT OF NET ASSETS
MARCH 31, 2008

PRIMARY GOVERNMENT
COMPONENT

UNIT

Governmental
Activities

Business-type
Activities Total

Downtown
Development

Authority
ASSETS
Cash and Cash Equivalents (Note 3)
Investments (Note 3)

Other receivables (net of allowance for
uncollectible accounts) (Note 1)
Capital Assets (Note 6):

Capital assets not being depreciated
Capital assets being depreciated
Less: accumulated depreciation

Total Assets

LIABILITIES
Accrued l iabi l i t ies (Note 1)
Accrued Interest (Note 1)
Note Payable

Amount due within one year
Amount due more than one year

Total  Liabi l i t ies

NET ASSETS (Note 1)
Investment in capital assets net of related
debt
Unrestricted

Total Net Assets

230,996
213,036

9,298

1,OOO
290,7 4A
(9s,999)

20,744-

!,296

471,OO8
(228,L62)

$ 25!,740
213,036

10,594

1,000
7 61_,7 56

(324,L6L\

73,230

94,048

764,422
(29,489)

649,079 264,886 913,965 306,611

2,060
3,25s

72,646
7L,679

2,060
3,255

t2,646
7L,679

89,640 89,640

347,747
L71_,692

242,446
22,O40

630,593
L93,732

139,333
L67 ,274

5s9,439 264,886 $ 824,325 306,611

The accompanying notes are an integral part of the f inancial statements.



VILLAGE OF LINCOLN
ALCONA COUNTY, MICHIGAN

GOVERNMENT-WI DE STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED MARCH 31. 2OO8

PROGRAM REVENUES

Expenses
Charges for

Services
Operating Grants
/ Contributions

Capital Grants /
ContributionsFUNCTTONS / PROGRAMS

Govern mental Activities
Legislative
General government

Recreation and culture
Public safety
Public works / Transportation

Total Governmental Activities

Business-type Activities
Equipment rental  fund
Sewer

Total Business{ype Activities

Total Government

Comoonent Unit
Downtown Development Authority
Total  Component Unit

General-Purpose Revenues
Property taxes
State - shared revenues
Unrestricted investment earnings
Other revenue

Total General-Purpose Revenues

Change in Net Assets

Net Assets, beginning of year

Net Assets, end of year

7 ,320
90,845
27,932
39,875

L39,229

25,290

37 ,764
57,474

70,L20
2,220

299,20L

32,165
16,622

63,O54

35,358

1-6,842

57,81.4 L2,340

44,747 52,200

347,988 L75,254 57 ,at4 12,340

300,876 3,115
300,876 3,115



NET REVENUE & CHANGES IN NET ASSETS COMPONENT UNIT

Governmental
Activities

Business-type
Activities Total

Downtown
Development

Authority
For the year ended

Apri l  30,2OO7

(7,32O)
(65,555)
(7!,872r,

109
(81,415)

(7,32O)
(65,555)
(77,8L2\

109
(81,415)

(165,993)

?  l o ?

220

(165,993)

3,193
220

3,413 3,4L3

(165,993)

69,7 L4
27 ,304

8,536
18,963

3,413

2,7 09

(162,580)

69,7 74
27 ,304
LL,245
18,963

(297,76L)
(297 ,7 6t)

99,613

2,276

L24,5r7 2,7 09 t27 ,226 101,829

(41_,476)

600,915

6,!22

338,004

(3s,354)

938,919

(195,932)

502,543

s59,439 344,L26 903,565

The accompanying notes are an integral part of the f inancial statements-

306,611



VILLAGE OF LINCOLN
ALCONA COUNW, MICHIGAT{

GOVERNMENTAL FUNDS
BALANCE SHEET
MARCH 31,2008

MAJOR GOVERNMENTAL FUNDS NON MAJOR FUND

General

Vi l lage
Raised
Street Local Street Fund Total

Major
Street

$ 181,654
98,036

6,158

$ 24,4s3
50,000

$ 16,453
so,oo0

3,140

8,436
15,000

$ 230,996
213,036

9,298

ASSETS
Cash and cash equivalents (Note 3)
Investments (Note 3)
Other receivables (Note 1)

Total Assets

LIABILITIES
Accrued l iabi l i t ies (Note 1)

Total  Liabi l i t ies

FUND BALANCES

$ 285,848 $ 74,453

2,060

$ 69,593

o -

23J36 $ 453.330

2,060

2,060 2,O60

2a3,7aa 7 4,453 69,593 23,436 451-270Unreserved-undesignated

Total Fund Balances

Total  Liabi l i t ies and Fund Balances

283,788 7 4,453 69,593 23,436 45r,270

$ 285,848 $ 74,453 $ 69,593 23,436 $ 453,330

The accompanying notes are an integral part of the f inancial statements.



VILLAGE OF LINCOLN
ALCONA COUNW, MICHIGAN

GOVERNMENTAL FUNDS
RECONCILIATION OF BALANCE SHEET TO STATEMENT OF NET ASSETS

MARCH 31,2008

Total Fund Balances - Governmental Funds

Amounts reported for governmental activities in the
statement of net assets (deficit) are different because:

Capital assets used in governmental activities are not
financial resources and therefore are not reDorted in the
governmental  funds balance sheet:

Caoital assets. at cost
Accumulated deDreciat ion

$ 451,270

297,744
/qq  qqq\

Long term debt is not due and payable in the current per iod and is not
reported in the funds.
Note Payable (84,325)

Accrued interest payable is not reported in the funds (3,255)

Total Net Assets - Governmental Activities $ 559,439

The accompanying notes are an integral paft of the f inancial statements-



VILLAGE OF LINCOLN
ALCONA COUNTY, MICHIGAN

GOVERNMENTAL FUNDS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

FOR THE FISCAL YEAR ENDED MARCH 31. 2OO8

MAJOR GOVERNMENTAL FUNDS

NON IVIAJOR

FUNDS

General

Major
Street

Village
Raised
Street

Local Street
Fund Total

REVENUES
Taxes
Intergovernmental  income
Local grants

Charges for services
Interest and rentals
Reimbursements and refunds
Other revenue

Total Revenues

EXPENDITURES
Legislative
General  government

Public safety
Capital  Out lay
Debt servic+principal
Debt service-interest
Recreat ion and cul ture
Public works / Transportation

Total Expenditures

Excess (Deficiency) of Revenues over
Expenditures

oTHER FINANCtNG SOURCES (USES)

Transfer from other funds
Transfer to other funds

Total Other Financing Sources (Uses)

Net Change in Fund Balance

Fund Balance, beginning of  year

Fund Balance, end of year

167,655 94,O7 7

$ 47,LO4
27,304
L2,340
37 ,7 64

5,078
25,130
!9,L23

4!,7 LO

313

3,108

$ 22,6LO_

2,95;

1-2,997

190

$ 69,714
42,0LL
L2,340
37 ,7 64

8,s36
25,130
22,23L

173,843

7 ,320
77 ,820
32,561

7,252
12,O69

4,059
21_,932
LO,642

45,131

g4,o7;

25,565 !3,t47 257 ,726

7 ,320
77 ,820
32,561

L , Z C Z

12,069
4,0s9

27,932
139,22934,510

34,510 296,242

6,188 (48,e46) 25,565 (2L,323) (38,516)

6,188

277 ,600

(48,946)

123,399

25,s6s

44,O2a

(2L,323)

44,759

(38,s16)

489,786

$ 283,788 $ 74,453 $ 69,s93

The accompanying notes are an integral part of the financial statements.

23,436 $ 45!,270



VILLAGE OF LINCOLN
ALCONA COUNTY, MICHIGAN

GOVERNMENTAL FUNDS
RECONCILIATION OF STATEMENT OF REVENUES. EXPENDITURES AND

CHANGES IN FUND BALANCES TO STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED MARCH 31. 2OO8

Net change in Fund Balances -  Governmental  Funds

Amounts reported for governmental activities in the
statement of net assets are different because:

Governmental funds report capital outlays as
expenditures, whi le in the statement of  act iv i t ies,
these costs are allocated over their estimated
useful lives as depreciation:

Capital  Out lay
Less: Depreciation expense

Change in Net Assets - Governmental Activities

$ (38,s16)

1_,252
(13,026)

Repayment of long-term debt is an expenditure in the governmental funds,
but not in the statement of activities (where it reduces the liability) 1.6,L28

Some expenses reported in the statement of activities do not require
the use of current financial resources and therefore are not reported
as expenditures in governmental funds

Interest related to long term debt (7,314)

$ (41,476)

The accompanying notes are an integral part of the f inancial statements.



VILLAGE OF LINCOLN
ALCONA COUNTY, MICHIGAN

PROPRIETARY FUND
STATEMENT OF NET ASSETS

MARCH 31,2008

BUSINESS-TYPE
ACTIVITIES

ENTERPRISE
FU NDS

INTERNAL SERVICE

F U N D

Sewer Fund
Equipment Rental

Fu nd
ASSETS
Current Assets
Cash and cash equivalents (Note 3)
Investments (Note 3)
Receivables (Note 1)

Total Current Assets

Noncu rrent Assets
Capital assets (Note 6):

Capital Assets not being depreciated
Capital Assets being depreciated
Accumulated depreciat ion

Total noncurrent assets

Total Assets

LIABILITIES
Current Liabi l i t ies

Total Liabilities

NET ASSETS (Note 1)
Invested in capital assets net of related debt
Unrestricted

Total Net Assets

20,7 44

1,,296
22,O40

471,008
(228,t62\

242,446

264,886

242,846
22,O40

264,886

2,L5t
50,ooo

52,Lsr

1,OOO
L42,495

(156,406)

27 ,Oag

79,240

27 ,OA9
52,LsL
79,240

The accompanying notes afe an integral  part  of  the f inancia l  s tatements,



VILLAGE OF LINCOLN
ALCONA COUNW. MICHIGAN

PROPRIETARY FUND
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND NET ASSETS

FOR THE FISCAL YEAR ENDED MARCH 31. 2OO8

BUSINESS-TYPE
ACTIVITIES

ENTERPRISE FUNDS
INTERNAL SERVICE

F U N D

Sewer Fund
Equipment Rental

Fund

OPERATING REVENUES
Charges for services
Charges to other funds

Total Operating Revenues

OPERATING EXPENDITURES

Contractual services
Uti l i t ies

Suppl ies and other
Depreciation

Total Operating Expenditures

Operating Income (Loss)

NONOPERATING REVENUES (EXPENDITURES)

Interest income

Total Nonoperating Revenues (Expenditures)

Change in Net Assets

Net Assets, beginning of year

Net Assets, end of year

16,a42
35,358

!6,442

1,300
t75

2,7 40
L2,406

3s,358

2,839

2L,699
7 ,624

L6,62L 32,166

22r 3,L92

2,393
5 ro 2,393

537

264,349

5,585

73,655

264,886 79,240

The accompanying notes are an integral part of the f inancial statements-



VILLAGE OF LINCOLN
ALCONA COUNW, MICHIGAN

PROPRIETARY FUND
STATEMENT OF CASH FLOWS

FOR THE FISCAL YEAR ENDED MARCH 31. 2OO8

BUSINESS-TYPE
ACTIVITIES

ENTERPRISE
FUNDS

INTERNAL
SERVICE
FU NDS

Sewer Fund
Equipment

Rental
CASH FLOWS FROM OPERATING ACTIVITIES
Cash received f rom customers
Cash payments to suppliers for goods and services

Net Cash provided by operating activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES

Purchase of caoital assets

Net Cash provided (used) by capital and related
f inancing act iv i t ies

CASH FLOWS FROM INVESTING ACTIVITIES
Interest on investments

Net increase (decrease) in cash

Cash, beginning of  year

Cash, end of year

Reconciliation of Income (Loss) from Operations to
Net Cash Provided by Operating Activities

Income (loss) f rom operations

Adjustments to reconcile income (loss) f rom operations to net
cash provided (used) by operating activities

Depreciation
Prior period adjustment, (see note # 9)

Change in assets and l iabi l i t ies:
(increase) decrease in accounts receivable

Net cash provided (used) by operating activities

1.5,762
(74,O21)

$ 35,358
(24,537)

r,7 4r 70,427

(8,soo)

(8,5oo)

316 2,393

(6,443) r3,2t4

27,L47 38,937

20.744 S 52.151

3,193

72,406
(e,8o5)

(1,080)

7 ,624

The accompanyiat notes are an integral part ot the f inancial sratements.

! ,7 4! $ 10,821



VILLAGE OF LINCOLN
ALCONA COUNTY, MICHIGAN

FIDUCIARY FUNDS
STATEMENT OF FIDUCIARY NET ASSETS

March 31, 2008

Recreation
Playground TotalFiduciary

Agency Fund Payroll Fund Project Fund Funds
ASSETS

Cash and cash equivalents

LIABILITIES

Due to state
Due to others
Due to other funds

Total Liabilities

$856$$145$1 .001

756

100
745

756
t45
100

$856$$145S1 .001

The accompanying notes are an inteefal part of the financial statements.



VILLAGE OF LINCOLN
ALCONA COUNW, MICHIGAN

NOTES TO FINANCIAL STATEMENTS
March 31, 2OO8

XOTE 1 - SUMMARY OF SIGN
The accounting policies of Village of Lincoln, Alcona County, Michigan (the "Village') conform to generally
accepted accounting principles ("GAAP") as applicable to governments. The following is a summary of the
most significant policies.

The Governmental Accounting Standards Board ("cASB') is the accepted standard€etting body for
establ ishing governmental  account ingand f inancial  report ing pr inciples.  During the f iscal  year,  theVit lage
adopted the new governmental reporting model and implemented GASB Statement No.34, Easic Financial
Statements - and Manag,ement s Discussion and Analysis - for State and Local Governments. Under the
provisions of this and the other of the most current GASB statements, the focus of the Village's financial
statements has shifted from a fund tocus to a government-wide focus.

THE REPORTING ENTIW
The Village is located in Alcona Counly, Michigan. The Village operates under an elected council of ten
members and provides services to its residents in many areas including emergency medical
treatment, fire protection and street maintenance.

The Village's basic financial statements include the accounts of all Village operations. The criteria for
including organizations as component units within the Village's reporting enlity, as set forth in Section 21OO
of GASB's codjtication of Governme inctude whether:

. The organization is legally separate (can sue and be sued in their own name)

. The Village holds the corporate powers ot the organization

. The Village appoints a voting majority of the organization's board

. The Village is able to impose its will on the organization
' The organization has the potential to impose a financial benefit/burden on the Village; andlor
. There is fiscal dependency by the organization on the Village

Digstrg-tq lv Presented Component Unit
The component unit column of the financial statements fepresents the financial data of the Downrov/n
Oevelopment Authority. The Authority is reported in a separate column to emphasi2e that it is legally
separate from the Village. The governing body of this component unit is appointed by the Village Council.
The Downtown Development Authority was established to correct and prevent urban deterioration and
encourage economic development, and neighborhood and historic preservation of the Village of Lincoln. The
Downtown Development Authority uses an April 30, 2007 year end, which is what is presented in these
f inancia l  s tatements.  TheApr i l  30,2OO7 f inancia l  s tatements are the most  recent  audi ted statementsof the
Downtown Development Authority. Complete financial statements can be obtained from the Village Clerk's
office by calling (989) 736-6522.

GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS
The government-wide financial statements (i.e., the statement of net assets and the statement of activities)
report information on all of the nonfiduciary activities of the primary government. For the most part, the
effect of interfund activity has been removed from these statements. Governmental activities, normally
supported by taxes and intergovernmental revenues, are reported separately from business type activities,
which rely to a significant exient on fees and charges for support.

-L4-



VILLAGE OF LINCOLN

ALCONA COUNTY, MICHIGAN

NOTES TO FINANCIAL STATEMENTS
March 31. 2OO8

Note 7 - Summary of Significant Accounting Policies (Continued)

The statement of activities demonstrates the degree to which the direct expenses of a given function or

segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include (1) charges to customers or applicants who purchase,

use, or directly benefit from goods, services, or privileges provided by a given function or segment and
(2) grants and contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Taxes and other items not properly included among program revenues are
reported instead as general revenue.

Separate financial statements are provided for governmental funds and proprietary funds. Major individual
governmental funds and major individual Enterprise Funds are reported as separate columns in the fund

financial statements.

Measurement Focus. Basis of Accounting. and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement focus and

the accrual basis of accounting, as are the proprietary fund financial statements. Revenue is recorded when

earned and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows.
Property taxes are recognized as revenue in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the provider have been met.

Government tund financial statements are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenue is recognized as soon as it is both measurable and
available. Revenue is considered to be available if it is collected within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the Village considers revenues to be
available if they are collected within 60 days of the end of the current fiscal period. The following major

revenue sources meet the availability criterion: state€hared revenue, state gas and weight tax revenue,

district court fines, and interest associated with the current fiscal period.

Expenditures generally are recorded when a liability is incurred, as under accrual accounting. However, debt

service expenditures, expenditures relating to compensated absences, and claims and judgments are
recorded only when payment is due.

The Village segregates transactions related to certain functions or activities in separate funds in order to
aid financial management and to demonstrate legal compliance. Separate financial statements are
provided for governmental funds, proprietary funds and fiduciary funds, even though the latter are excluded
from the government-wide financial statements. Major individual governmental funds and major

ind iv idual  enterpr ise funds are repor ted as separate co lumns in  thefund f inancia ls tatements.  Major funds
are generally those that represent ten percent (10%) or more of the respective fund type assets, liabilities,

revenues or  expendi tures.  Al l  non-major funds are aggregated and presented in  as inglecolumn.

GOVERNMENTAL FUNDS

Governmenta l funds are those funds through which most  governmenta l  funct ions are typ ica l ly  f inanced.
The measurement focus of governmental funds is on the sources, uses and balance of current financial

resources.

The Village reports the following major governmental funds:
-1+



VILLAGE OF LINCOLN

ALCONA COUNTY, MICHIGAN

NOTES TO FINANCIAL STATEIVIENTS
Ivlarch 31, 2O08

Note 7 - Summary of Significant Accounting Policies (Continued)

General  Fund

The General  Fund is  the genera l  operat ing fund of  the Vi l lage.  l t  is  used to account  for  a l l  f inancia l

resources except those required to be accounted for in another fund. Financing is provided primarily by

property taxes and state shared revenues. All general tax revenues and other receipts that are not lestricted

by law or contractual agreement to some other fund are accounted for in this fund. General operating

expenditures, fixed charges and capital improvement costs that are not paid through other funds are paid

t rom the General  Fund.

Maior Street Fund

The Major Street Fund is used to account for the maintenance and construction of the Village's major

slreet system, including the receipt and expenditures of State motor fuel taxes, which are earmarked

by law (Act 51 PA 1951, as amended) for major street and highway purposes.

VillaEe Raised StreeLFund
The Village Raised Street Fund is used to account for the maintenance and construction of the Village's

street system. Revenues are derived primarily from property taxes.

The Vitlage reports the following non-major governmental tund:

Locdslle€tlu Dd
The Local Street Fund accounts for the resources oJ state gas and weighl tax revenues that are restricted
for use on local streets.

PROPRIETARY FUNDS
Sewer Furul
The Sewer Fund accounts for fees collected tor sewer services provided by the Village.
Act iv i t ies of  the fund include administrat ion, operat ing and maintenance of the sewer system and bi l l ing and
collection activities. The fund also accounts for the accumulation of resources for, and the payment of,
long-term debt. Costs are financed through charges to customers.

Internal Service Fund
The Internal Service Fund accounts for operations that provide services to other departments of the Village
on a cost reimbursement basis. The Village uses this fund to account for equipment rental activity.

FIDUCIARY FUNDS
Fiduciary fund reporting focuses on net assets and changes in net assets.
These funds, used to account lor assets held in trust or as an agent for others, include the Payroll fund,
Agency tund, and Recreation Playground Project tund.

Private sector standards of accounting issued prior to December 1, 1989 are generally followed in both the
government-wide and proprietary fund financial statements to the extent that those standards do not conflict
with the standards of the Governmental Accounting Standards Board. The Village has elecied not to follow
private sector standards issued after November 30, 1989 for its business-type activities.

Amounts reported as program revenue include (1) charges to customers or applicants for goods, services,



VILLAGE OF LINCOLN

ALCONA COUNTY, MICHIGAN

NOTES TO FINANCIAL STATEMENTS
March 31, 2008

Note 7 - Summary of SiEnificant Accounting Policies (Continued)

or privileges provided, (2) operating grants and contributions, and (3) capital grants and contributions.
Internally dedicated resources are reported as general revenue rather than as program revenue. Likewise.
general revenue includes all taxes.

When an expense is incurred for purposes for which both restricted and unrestricted net assets are available,
the Village's policy is to first apply restricted resources.

Proprietary funds distinguish operating revenue and expenges from nonoperating items. Operating revenue
and expenses generally result from providing services in connection with a proprietary fund's principal ongoing
operations. The principal operating revenue of our proprietary funds relates to charges to customers for sales
and services. Operating expenses for proprietary funds include the cost of sales and services, administrative
expenses. and depreciation on capital assets. All revenue and expenses not meeting this definition are
reported as nonoperating revenue and expenses.

ASSETS, LIABILITY AND NET ASSETS OR EQUITY
Cash and Cash Equivalents
Cash and cash equivalents consist of demand deposits, cash in savings and money market accounts.

R-eee|a Ues
Receivables at March 31, 2008 consist of accounts (fees) and taxes. All receivables are net of
estimated uncollectible accounts. Receivables are recognized to the extent the amounts ate
determined material and substantiated, not only by supporting documentation but also by a
reasonable systematic method of determining their existence, completeness, valuation, and
col lect ib i l i ty .

The Accounts Receivable balance in the sewef fund consists primarily of charges for sewer services
due from various customers. No allowance for doubtful accounts was deemed necessarv at
March 31, 2008.

Accrued l iab i l i t ies
Accrued liabilities represent the payroll taxes and other various payables as of the end of the fiscalyear.

Accrued lnterest
Accrued interest represents the amount of interest on the note payable for the fire truck that has accrued
from the time of the last payment through the end of the fiscal year.

CapLtaUssels
Capital assets, which include property, plant, equipment and infrastructure assets (e.g., roads, bridges,
sidewalks, and similar items) are reported in the applicable governmental activities column in the
government-wide financial statements. The Village defines capital assets as assets with an initial
individual cost of $2,000 and any assets susceptible to theft. Such assets are recorded at historical cost
or estimated historical cost il purchased or constructed. Donated caoital assets are recorded at estimated
fair market value at the date of donation. Expenditures for maintenance and repairs are charged to current
expenditures as incurred. When capital assets are disposed, the cost and applicable accumulated
depreciation are removed from the respective accounts and the resulting gain or loss is recorded in
oDerations.
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ALCONA COUNTY, MICHIGAN

NOTES TO FINANCIAL STATEMENTS
March 31, 2008

Note 7 - Summary of Significant Accounting Policies (Continued)

Capital assets are depreciated using the straight-line method over the following useful lives:

Buildings and improvements 2O-50 years
Land improvements 1520 years
Vehicles +10 years
Furniture and other equipment 3-10 years

Lorn*leIm Qlllgallsrs
In the government-wide financial statements, long-term debt and other long-term obligations are reported
as liabilities in the applicable governmental activities statement of net assets. In the fund financial
statements, governmental fund types recognize the face amount of debt issued as other financing sources.
lssuance costs are reoorted as debt service exoenditures.

Fund Equity
In the fund financial statements, governmental funds report reservations of fund balance tor amounts that
are not available for appropriation or are legally restricted by outside parties for use for a specific purpose.
Designations of fund balance represent that portion of fund equity for which the Village has made tentative
management plans that are subject to change. Undesignated fund balance indicates that portion offund
equity which is available for budgeting in future periods. As of March 31, 2008, there are no reservations
or designat ions of  fund balance within the Vi l lage's funds.

Net Assets
Net assets represent the difference between assets and liabilities. Net assets invested in
capital assets consists of capital assets net of accumulated depreciation. Net assets are reported
as restricted when there are limitations imposed on their use, either through the enabling
legislation adopted by the Village or through external restrictions imposed by creditors, grantors
or laws or regulations of other governments. The Village's policy is to first apply restricted resources
when an expense is incurred for purposes of which both restricted and unrestricted net assets are
avai lable.

OTHER SIGNIFICANT ACCOUNTING POLICIES
Ooerating Revenues and Exoenses
Operating revenues are those revenues that are generated directly from the primary activity of
the enterprise fund. For the Village, these revenues are charges for services for sewer usage.
Operating expenses are the necessary costs incurred to provide the service that is the primary
activity of the fund. Revenues and expenses not meeting these definitions are reported as
nonoPerating.

Extra ord i na ry andlspcqbllletns
Extraordinary items are transactions or events that are both unusual in nature and infrequent in
occurrence. Soecial items are transactions or events that are within the control of the Council
and that are either unusual in nature or infrequent in occurrence. Neither tvpe of transaction
occurred during the current year.

-1&



VILLAGE OF LINCOLN

ALCONA COUNTY, MICHIGAh

NOTES TO FINANCIAL STATEIVIENTS
March 31, 2008

Note 7 - Summary of Significant Accounting Policies (Continued)

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles

requires management to make estimates and assumptions that affect the reported amounts and
disclosures. Accordingly, actual results could difter from those estimates.

Comoarative Data

Comparative data for the prior year is not included in the Village's financial statements.

Encumbrances

Encumbrance accounting, under which purchase orders, contracts, and other commitments for the
expenditure of monies are recorded in order to reserve that portion of that applicable appropriation is
not employed by the Village. Commitments outstanding at year end are charged against the subsequent
year's appropriation once received and approved.

NOTE 2 - STEWARDSHIP, COMPLIANCE ANq AEqO-UNIAEIITY
BUDGETS AND BUDGETARY ACCOUNTING

Budgets are adopted by Village officials in compliance with GAAP and State law, specifically P.A. 621 of
1978 (the Uniform Budgetary Act), for the General and Special Revenue Funds.

The budget document presents information by fund and function. The legal level of budgetary control
adopted by the governing body (i.e., the level at which expenditures may not legally exceed appropriations)
is the function level. State law requires the Village to have its budget in place by April 1. Expenditures
in excess of amounts budgeted are a violation of Michigan law. State law permits entities to amend their
budgets during the year; there was one significant amendment during the current fiscal year.

The Village follows the following procedures in establishing the budgetary data reflected in the financial
statements:

1. Prior to the beginning of the fiscal year, the Village Clerk submits to the Village Council a
proposed operating budget for the fiscal year, commencing on April 1.

2. Public hearings are conducted to obtain taxpayer comments.
3. Prior to lvlarch 31, the budget is legally enacted through passage of a resolution.

4. Budgeted amounts are as originally adopted, or as amended by the village council.
5. All appropriations lapse at year-end.

Budgets are to be prepared on the same basis of accounting as the financial statements.

EXCESS OF EXPENDITURES OVER APPROPRIATIONS IN BUDGETED FUNDS
P.A. 621 of 1978, Section 18 (1), as amended (MCL 14L.42f et seq.) provides that a local unit shall not
incur expenditures in excess of the amount appropriated. In the body of the financial statements,

the Village's actual expenditures and budgeted expenditures for the governmental funds have been shown
on a funct ional  basis .

During the year ended March 31, 2008, the Village incurred two expenditures that exceeded the
amount appropriated. These expenditures were in public works and parks and recreation (see pages 26 - 27).

-19-



VILLAGE OF LINCOLN

ALCONA COUNTY, MICHIGAN

NOTES TO FINANCIAL STATEMENTS
March 31. 2008

FUND DEFICITS
The Village had no accumulated fund balance deficits.

NOTE 3 IEPQSIIS AND II{YES'I!!!ENI5
CREDIT RISK

State law authorizes investments in investment pools as authorized by the Surplus Funds Investment Pool
Act, Act No. 367 of the Public Acts of 1982, being sections t29.t!! Io 129.118 of the Michigan Compiled
Laws, composed entirely of instruments that are legal for direct investment by a local governmental unit in
Michigan. The Village's investment pools are unrated.

CUSTODIAL CREDIT RISK - DEPOSITS - PRIMARY GOVERNMENT

In the case of deposits, this is the risk that in the event of a bank failure, the Village's deposits may not be
returned to it. As of March 31, 2008, $322,199 ot the Village's bank balance of 9522,199 was exposed

to custodial risk because it was uninsured and uncollaterized.

CUSTODIAL CREDIT RISX - DEPOSITS - COMPONENT UNIT

In the case of deposits, this is the risk that in the event of a bank failure, the Downtown Development
Authority's deposits may not be returned to it. As of March 31, 2008, $0 of the Downtown Development
Authority's bank balance ot $75,424 was exposed to custodial credit risk.
As of  the date of  th is  repor t ,  Huron Communi ty  Bank,  the banking inst i tu t ion of  the Vi l lage,  has a four  s tar
rat ing,  ind icat ing that  i t  is  sound ( f ive s tar  being super ior) .  Addi t ional ly ,  the Safe and Sound CAEL
(Capitalization, Asset quality, Earnings, and Liquidity) rating is 2, (1 being excetlent).

CUSTODIAL CREDIT RISK - INVESTMENTS

For an investment, this is the risk that, in the event of the failure of the counterparty, the Vitlage will not be
able to recover the value of its investments or collateral securities that are in the possession of
an outside party. The Village will minimize custodial credit risk, which is the risk of loss due to the failure of
the security issuer or backer, by limiting investments to the types of securities approved in the Village's
investment policy which is in accordance with State law.

CONCENTRATION OF CREDIT RISK, INTEREST RATE RISK AND FOREIGN CURRENCY RISK
The Village's investment policy does not address concentration of credit risk, interest rate risk or foreign
currency risk.

Investments:

The Village Council has adopted an investment policy in accordance with Act 196, PA 1997 which authorizes
the Village to deposit and invest in the following;

* Accounts of federally insured banks, credit unions and savings and loan associations
* Bonds and other direct obligations of the United States or an agency or instrumentality of the United

States
* United States government or federal agency obligation repurchase agreements
* Banker's acceptances of United States banks
* Commercial paper rated within the two highest classifications by not less than two standard rating

services which matures not more than 270 days after the date of purchase
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NOTES TO FINANCIAL STATEMENTS
March 31,  2008

* Mutual funds registered under the 'nu".r,
789 15 u.s.c. 8oa-1 to g0a-3 and 8oa-4 to 8oa-64 with the authority to purchase onry investment
vehicles that are legal for direct investment by a public corporation

Michigan law requires that public funds may not be deposited in financial institutions that do not maintain
an office in Michigan. The village's deposits and investments are in accordance with statutory authority.

NOTE4 _ PROPERTY TAXES
Property taxes include amounts levied against all real property and tangible personal property rocated in thevillage. Properties are assessed as of December 31 and the rerated property taxes become a rien onDecember 1 of the following year. These taxes are due on February 14 with the final collection date of
February 28 before they are added to the County tax rolls.

PRIMARY GOVERNMENT
For the 2007 tax year, the taxabte value for properties tocated within the Vilale was g1g,945,734 and thestate equalized value was $21,693,600. The total tax rate was 7.4700 mills.

PROPERTY TAXES RECEIVABLE
The delinquent real property taxes of the village of Lincoln are purchased by the county of Alcona. The
county intends to sell tax notes, the proceeds of which will be used to pay the village for these property taxes.These taxes have been recorded as revenue for the cu ent vear.

NOTE 5 - UNEMPLOYMENT COMPENSATION
The village is subject to the lvlichigan Employment security Act and has erected the reimbursement method.under this method, the vilage must reimburse the Emproyment Agency for aI benefits charged
against the vilage. No riabirities have been incurred as of March 31. 2oog.

xolt q .eae!.raL AssErs
Capital asset activity for the current fiscal year follows:

Balance

4/ r/2OO7 Addi t ions Delet ions
GOVERNMENTAL ACTIVITIES:
Capital assets not being depreciated

Land

Capital assets being depreciated
Bui ld ings

Equipment

Office Equipment

Total capital assets being depreciated
Less: accumulated depreciation
Total capital assets being depreciated, net
Governmental activities capital assets, net

$ 1,000 $

Balance

3/3t/08

1,000

86,500
200,000

2,996 r,252

46,500
200,000

4,248
289,496
(82,e73)

206,523
$ 207,523

L , Z C Z

(13,026)
290,7 4a
(9s,999)
r94,7 49Qr,77 4)

$ 195,749(71,,7 7 4) $
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Balance Balance

4/1-/2OO7 Additions Deletions 3/3f/Oa

BUSINES$TYPE/INTERNAL SERVICE ACTIVITIES:

Capital assets not being depreciated

Land

Capital assets being depreciated

Bui ld ingS

Equipment

Infrastructure - Sewer System

Total capital assets being depreciated

Less: accumulated deDreciation

Total capital assets being depreciated, net

- $ $ 1,000$ 1,000 $

24,260
154,235
47 t,OO8

- 24,260
- L54,235
- 47 t,OOa

653,503
(364,53s) (20,034)

653,503
- (384,s69)
- 268,934

Business-type activities capital assets, net $ 289,968 $ (20,034) $ $ 269,934
288,968 (20,034)

Depreciation was charged to the Village's functions as follows:

Governmental activities

General government

Total depreciation expense-governmental activities

Total depreciation expense - business-type activities

NOTE 7 _ LONG _TERM DEBT _ GENERAL FUND
The following is a summary of the debt outstanding in the Village as of March 31, 2008:
This loan was for the Durchase of a fire truck.

Loan:

Or ig inal  Pr inc ipal

Interest Rate: Debt: Outstanding:

Business-type activities
Sewer Fund $ 12,406
Equipment Rental  Fund 7,624

$ 13,026
$ 13,026

$ 20,034

Note Payable 4:-25000/. $ 130,000 $ 84,325

The annual principal requirements for the years ending March 31, 2009 through 2013 for the note payable

outstanding as of March 31, 2008 are as follows:

Amount
7/7/2009 $ 12,646
7 /I/2OLO
7 / 7/20L7
7 / t/2O12
7 / 7/2OL3

Thereafter
Total

73,778
13,733
1_4,31_r
1_4,9t4
15,543

$ 84,325
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The following is a summary of long-term debt transactions of the Village for the year ended
March 31, 2008:

Long-term debt at April 1, 2007
Less principal payments

Balance March 31, 2008

$ 96,459
12,t34

$ 84,32s

NOTE 8 - RISK MANAGEMENT
The Village is exposed to various risks of loss related to property loss, torts, errors and omissions, employee
injuries, as well as medical and worker's compensation benefits provided to employees. The Village has
purchased commercial insurance for property, personal liability, umbrella coverage, worker's compensation
and medical benefits claims. Settled claims for commercial insurance have not exceeded the amount of
insurance coverage in any ot the past three years.

NOTE 9 .  PRIOR PERIOD ADJUSTMENT
Within the Sewer fund, a prior period adjustment of $9,805 was required to adjust accumulated
deoreciation to the correct amount.

NQTE 10 - INTERFUND ACTIVITY
Exchange transactions between funds are reported as revenues in the seller funds and as
expenditures/expenses in the purchaser funds. Flows of cash or goods from one fund to another
without a requirement for repayment are reported as Intedund transfers. Interfund transfers
are reported as otherfinancing sources/uses in governmental funds. Repayment from funds
responsible for particular expenditures/expenses to the funds that initially paid for them are
not oresented on the financial statements.

NOTE 11 - EMPLOYEE SICK AND VACATION LEA]/E
Village employees are not allowed to accumulate vacation and sick pay; therefore, no liability has been
shown in the financial statements in accordance with Governmental Accounting Standards Board's
Statement No. 16 "Accounting for Compensated Absences".



VILLAGE OF LINCOLN
ATCONA COUNTY, MICHIGAN

REQUIRED SUPPLEMENTAL INFORMATION
NONMAJOR GOVERNMENTAL FUNDS

COMBINING BALANCE SHEET
MARCH 31.2008

SPECIAL REVENUE FUND
Local Street Fund

Assets

Cash

lnvestments

Total Assets

Liabi l i t ie€

Oue to Othei Funds

Accounts Payable

Total  Liabi l i t ies

Fund Balance

Total  Liabi l i t ies and Fund Balance

8,436

15,OOO

23,436

c.

23,436

23,436

The accompanying notes are an integral part of the t inancial statements.



VILLAGE OF LINCOLN
ALCONA COUNTY, MICHIGAN

REQUIRED SUPPLEMENTAL INFORMATION
NONMAJOR GOVERNMENTAL FUNDS

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
FOR THE FISCAL YEAR ENOEO MARCH 31. 2OO8

Revenues

Intergovernmental income
Interest and rentals

Total Revenues

Exoenditures

Publ ic works

Total Expenditures

Excess of Revenues Over Expenditures

Other Financing Sources (Uses)

Transfers from (to) other funds

Net Changes in Fund Balance

Fund Balance, beginning of  year

Fund Balance, end of year

SPECIAL REVENUE
FUND

Local Street Fund

12,997

190
13,187

34,510

34,510

(21,323)

(27,323),

44,7 59

23,436

The accompanying notes are an integral  pan of  the f inancia l  s tatements,



VILLAGE OF LINCOLN
ALCONA COUNTY, MICHIGAN

REQUIRED SUPPLEMENTAL INFORMATION
GENERAL FUND

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE - BUDGET AND ACTUAL
FOR THE FISCAL YEAR ENDED MARCH 31. 2OO8

Original
Budget

Final  Amended
Budget Actual Variance

Revenues
Taxes
Current tax levy

Total Taxes

Local grants

State revenue sharing
Charges for Services
Fire Protection
Other Revenues - Nliscellaneous
Interest

Total Revenues

$ 50,ooo 46,OOO 47,rO4 !,704
50,000 46,OOO 47 , tO4 L1'04

22,OOO
4,300

20,500
80

1,500

12,OOO
22,OOO

35,000
15,000

2,500

L2,340
27,304

37 ,7 64
L9,L23

5,078

340
5,304

2,7 64
4,L23
2,574

$ 98,380 132,500 748,7 L3 t6,2L3

(CONTINUED ON NEXT PAGE)

The accompanying notes are an integral parl  of the f inancial statements.



VILLAGE OF LINCOLN
ALCONA COUNTY, MICHIGAN

REQUIRED SUPPLEMENTAL INFORMATION
GENERAL FUND

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE - BUDGET AND ACTUAL
FOR THE FISCAL YEAR ENDED MARCH 31, 2OO8

(CONTINUED FROM PREVIOUS PAGE)

Original
Budget

Final  Amended
Budget Actual Variance

Expenditures

Legislative

General Government
Counci l

President

Clerk

Treasurer

vi l lage Hal l

Other reimbursed payroll (net)

Total General Government

Debt Service

Fire Department
Medical First Responders

Total Public Safety

Parks and Recreation

Capital Outlay

Public Works

Total Expenditures

Excess of Revenues Over Expenditures

Net Change in Fund Balance

Fund Balance, beginning of year

Fund Balance, end of year

7,400

23,850

3,5s3

4,91-2

8,854

8,200

23,850

3,553

4,912

8,854

8,200

3,500

7,320

23,180

3,300

4,729

8,816

5,237

3,427

80

670

253

183

38

2,963

t 5

$ 7,400

53,369

16,128

25,250
9,900

53,369

76,!24

25,250
9,900

52,690

L6,r2a

23,grt
8,650

4,106

1,339
1_,250

35,1s0

!6,732

7,553

35,150

76,732

1,500

32,s61

2L,932

r,252

ro,642

2,589

(5,200)

244

(3,089)

772,4O4 1_74,304 !42,525 (1,346)

(L4,424)

(74,424)

277 ,600

18,196

(3,921)

277 ,600

6,188

6,188

277,600

(t ,702)

(t ,702)

$ 263,176 273,679

The accompanying notes are an integral part of the f inancial statements-

283,788 (!,702)
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ALCONA COUNTY, MICHIGAN

OTHER SUPPLEMENTAL INFORMATION
BALANCE SHEET - DOWNTOWN DEVELOPMENT AUTHORIW

APR|L 30, 2007

ASSETS

Cash and cash equivalents
Receivables

Total Assets

LIABILITIES AND FUND BALANCES

Liabi l i t ies

Fund Balances:
Unreserved

Undesignated

Total Fund Balances

Total  Liabi l i t ies and Fund Balances

$ 73,230
94,048

$ !67,27a

167,274

1.67 ,278

$ L67,27a
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OTHER SUPPLEMENTAL INFORMATION

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES

IN FUND BALANCE - DOWNTOWN DEVELOPMENT AUTHORIW
APRrL 30. 2007

REVENUES

Taxes
lnterest and rents

Other

Total Revenues

EXPENDITURES

General government

Capital  out lay

Total Expenditures

EXCESS OF REVENUES OVER (UNDER) EXPENDITURES

FUND BALANCE, beginning of the year

FUND BALANCE, end of the year

99,613
2,276
3,11s

LO4,944

96,27 7

96,27 L

8,673

158,605

L67,274
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To the Vi l lage Board
Vi l lage of Lincoln
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Lincoln.  Ml 48742
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Report  on Internal  Control  and Audit  Results

We have audited the f inancial  statements of  the governmental  act iv i t ies.  the business{ype act iv i t ies.  discretely
presented component uni ts,  each major fund, and the aggregate remaining fund informat ion of  Vi l lage of
Lincoln as of  and for the year ended March 31, 2008 which col lect ively comprise the Vi l lage of Lincoln 's basic
f inancial  statements and have issued our report  thereon dated September 30, 2008. Professional standards
require that we provide you with the following information related to our audit.

Our responsibi l i tv under U.S. General lv Accepted Audit inq Standards

As stated in our engagement let ter dated August 1,  2008, our responsibi l i ty,  as descr ibed by professional
standards. is to plan and perform our audi t  to obtain reasonable,  but not absolute.  assurance that the f inancial
statements are free of  mater ial  misstalement and are fair ly presented in accordance with the U.S. general ly
accepted account ing pr inciples.  Our audit  of  the f inancial  statements does not rel ieve you or management of
your responsibi l i t ies.

Qualitative Aspects of Accountinq Practices

Management is responsible for the select ion and use of appropr iate accounl ing pol ic ies.  In accordance with
the terms of our engagement let ter,  we wi l l  advise management about the appropr iateness of  account ing
pol ic ies and their  appl icat ion. The signi f icant account ing pol ic ies used by the Vi l lage of Lincoln are descr ibed
in Note 1 to the f inancial  statements.  No new pol ic ies were adopted and the appl icat ion of  the exist ing pol ic ies
was not changed dur ing the f iscal  year.  We noted no transact ions entered into by the Vi l lage of Lincoln dur ing
the year for which there is a lack of  author i tat ive guidance of consensus. There are no signi f icant t ransact ions
that have been recognized in the f inancial  statements in a di f ferent per iod than when the transact ion occurred.

Account ing est imales are an integral  part  of  the f inancial  statements prepared by management and are based
on management 's knowledge and experience about past and current events and assumptions about future
events.  Certain account ing est imates are part icular ly sensi t ive because of their  s igni f icance to the f inancial
statements and because of the possibility that future events affecting them may differ significantly from those
expected. The most sensi t ive est imate af fect ing the f inancial  statements was capi tal  asset depreciat ion.

Management 's est imate of  the capi tal  asset depreciat ion is based on the est imated useful  l ives of  the Vi l lage of
Lincoln 's capi tal  assets.  We evaluated the key factors and assumptions used to develop the capi tal  asset
depreciat ion in determining that i t  is  reasonable in relat ion to the f inancial  statements taken as a whole.
The disclosures in the f inancial  statements are neutral .  consistent.  and clear.

S-I,ANM M. .LTiIN9J.I, CPA
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Audit  Adiustments

For purposes of this letter. professional standards define an audit adjustment as a proposed correction of the
flnancial statements that, in ourjudgment, may not have been detected except through our auditing
procedures. Management has recorded all of our proposed audit adjustments.

Disaqreements with Manaqement

For the purposes of this letter, professional standards define a disagreement with management as a matter,
whether or not resolved to our sat isfact ion, concerning a f inancial  account ing, report ing, or audi t ing matter that
could be significant to the financial statements or the auditor's report. We are pleased that no such
disagreements arose dur ing the course of our audi t .

Manaqement Representation

We have requested certain representations from management that are included in the management
representat ion let ter associated with the audit  for the Vear ended March 31, 2008.

Other lssues

We general ly discuss a var iety of  matters,  including the appl icat ion of  account ing pr inciples and audit ing
standards, wi th management each year pr ior to retent ion as the Vi l lage of Lincoln 's audi tors.  However,  these
discussions occurred in the normal course of  our professional relat ionship and our responses were not a
condit ion to our retent ion.

Difficulties Encountered in Performing the Audit

We encountered no signi f icant di f f icul t ies in deal ing with management in performing and complet ing our audi t .

Communicat ion Reqardinq Internal  Control

ln planning and performing our audi t  of  the f inancial  statements of  the Vi l lage of Lincoln as of  and for the year
ended March 31, 2008, in accordance with audit ing standards general ly accepted in the United States of
America, we considered the Vi l lage of Lincoln 's internal  control  over f inancial  report ing ( internal  control)  as a
basis for designing our audi t ing procedures for the purpose of expressing an opinion on the f inancial
statements, but not for the purpose of expressing our oprnion on the effectiveness of the Village of Lincoln's
internal control. Our consideration of internal control included procedures to evaluate the design of controls
relevant to an audit of financial statements and to determine whether they have been implemented, but it did
not include procedures to test the operating effectiveness of controls. and accordingly, was not directed to
discover ing signi f icant def ic iencies in internal  control .  Accordingly,  we do not express an opinion on the
effectiveness of the Village's internal control.

Our considerat ion of  internal  control  was for the l imited purpose descr ibed in the preceding paragraph and
would not necessar i ly ident i fy al l  def ic iencies in internal  control  that might be signi f icant def ic iencies or mater ial
weaknesses. However, as discussed below, we identified deficiencies in internal control that we consider to be
mater ial  weaknesses.



A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements on
a timely basis. A significant deficiency is a control deficiency, or a combination of control deficiencies, that
adversely affects the entity's ability to initiate, authorize, record, process, or report financial data reliably in
accordance with generally accepted accounting principles such that there is more than a remote likelihood that
a misstatement of the entity's financial statements that is more than inconsequential will not be prevented or
detected by the entity's internal control.

A mater ial  weakness is a s igni f icant def ic iency, or a combinat ion of  s igni f icant def ic iencies, that resul ts in more
than a remote l ikel ihood that a mater ial  misstatement of  the f inancial  statements wi l l  not be prevented or
detected by the entity's internal control.

SAS 112 COMMUNICATION OF SIGNIFICANT DEFICIENCIES AND MATERIAL WEAKNESSES

SIGNIF ICANT DEFIC IENCIES:

1. Lack of  Adequate Controls to Produce Ful l -Disclosure GAAP Basis Financial  Statements

Cri ter ia.  Al l  Michigan governments are required to prepare f inancial  statements in accordance
with generally accepted accounting principles (GAAP) This is a responsibility of the
Vi l lage's management.  The preparat ion of  f inancial  statements in accordance with
GAAP requires internal  controls over both (1) recording, processing, and summariz ing
account ing data ( i .e. ,  maintaining internal  books and records),  and (2) report ing
government-wide and fund f inancial  statements,  including the related footnotes ( i .e. ,
external  f inancial  report ing).

Condit ion: As is the case with many smal ler and medium-sized ent i t ies,  the Vi l lage has histor ical ly
relied on its independent external auditors to assist in the preparation of the governmen!
wide financial statements and footnotes as part of its external financial reporting
process. Accordingly, the Village's ability to prepare financial statements in accordance
with GMP is based, in part, on its reliance on its external auditors, who cannot by
definition be considered a part of the Village's lnfernal controls.

Cause. This condition was caused by the Village's decision that it is more cost effective to
outsource the preparat ion of  i ts annual f inancial  statements to the auditors than to incur
the time and expense of obtaining the necessary training and expertise required for the
Vi l lage to perform this task internal ly.

Effect: As a result of this condition, the Village lacks internal controls over the preparation of
financial statements in accordance with GAAP, and instead relies, in oart. on its external
auditors for assistance with this task.

View of The Village has evaluated the cost verses benefit of establishing internal controls
Responsrble over the preparation of financial statements in accordance with GAAP, and
Official: determined that it is in the best interest of the Village to outsource this task to

its external auditors, and to carefully review the draft financial statements and
notes pr ior to approving them and accept ing responsibi l i ty for their  content and
presentat ion.



2. Recording, Processing and Summariz ing Account ing Data

Cri ter ia.  Al l  governments are required to have in place internal  controls over recording,
processing. and summariz ing account ing data ( i .e. ,  maintaining internal  books and
records).

Condit ion. As is the case with many smal ler and medium-sized ent i t ies,  the Vi l lage has histor ical ly
relied on its independent external auditors to assist in the recording, processing and
summarizing of certain accounting data as part of its external financial reporting process
Accordingly, the Village has placed reliance on its exfernal auditors, who cannot by
definition be considered a part of the Village's rnternal controls.

Cause: This condition was caused by the Village's decision that it is more cost effective to have
the external  audi tors recommend the necessary adjust ing. journal  entr ies to i ts general
ledger than to incur the t ime and expense of obtaining the necessary training and
expertise required for the Village to perform this task internally.

Effect: As a result of this condition, the Village lacks internal controls over the recording,
processrng, and summariz ing of  account ing data, and instead rel ies,  in part ,  on i ts
external auditors for assistance with this task.

View of The Village has evaluated the cost vs. benefit of establishing internal controls
Responsible over the recording, processing, and summariz ing of  account ing data, and
Officials. determined that it is in the best interest of the Village to rely on its external

auditors to recommend the necessarv adiustments.

3.  lnterest Income not properly al located:

During the course of the audit, it was noted interest income was not being allocated among the different funds
making up the money earning i t  in a t imely fashion.

According to general ly accepted account ing pr inciples,  local  uni ts of  government are permit ted to combine the
cash of several funds into one common cash account. However, the records must clearly reflect the portion of
the interest earned and must be prorated among the participating funds.

It is our recommendation that the Village prorate the interest earned to the respective income and cash
accounts at the time the interest is earned to make interim financial reports accurate.

MATERIAL WEAKNESSES:

4. Review and Approval  of  Journal  Entr ies

Criteria: All governments are required to have in place internal controls over recording,
processing, and summariz ing account ing data ( i .e. ,  maintaining internal  books and
records).

Condit ion. Most journal  entr ies are prepared and posted to the general  ledger account ing system
by one employee.

Cause: The Vi l lage's current internal  control  procedures do not require that journal  entr ies are
reviewed and approved by a responsible of f ic ia l  that is independent of  the journal  entry
oreoarat ion.



Effect: As a result of this condition, journal entries can be posted to the general ledger system,
without any indicat ions of  review or approval .

Recommendat ion. We recommend that the Vi l lage adopt and enforce a pol icy that requires signi f icant
adjusting journal entries to be reviewed and approved by a responsible independent
official, prior to being posted to the general ledger.

5.  BankReconci l iat ions

Criteria: A strong system of jnternal controls mandates that cash accounts are properly
reconci led on a per iodic basis.

Condit ionr The Vi l lage does not reconci le al l  of  their  cash accounts to support ive docun'entat ion
during the year, which requires significant adjustments to properly state the accounts at
year end. Some cash accounts are reconci led to check books or a manual ledger;
however, the general ledger balances are not updated to reflect all activity included in
the manual system. ln addi t ion, the Vi l lage has histor ical ly rel ied on i ts independent
external  audi tors to assjst  in the preparat ion of  bank reconci l iat ions. Accordingly,  the
Village has placed reliance on its external auditors, who cannot by definition be
considered a part of the Village's rnlernal controls.

Cause: This condition was caused by the Village's decision that it is more cost effective to have
the external  audi tors recommend the necessary adjust ing journal  entr ies to i ts general
ledger than to incur the t ime and expense of obtaining lhe necessary training and
expertise required for the Village to perform this task internally.

Effect :  When the Vi l lage does not reconci le al l  of  their  cash accounts on a t imely basis.  the
cash is more suscept ible to f raud and misstatement.  In addi t ion to cash becoming
misstated during the year, the lack of reconciliations also affects the proper reporting of
revenues, expenditures, and transfers.

Recommendation. We strongly recommend that the Village review their current bank reconciliation
procedures and make appropr iate al terat ions to those procedures to ensure that al l  bank
account balances are properly reconci led in a t imely manner throughout the year.  We
also recommend that the procedures include the t imely resolut ion and correct ion of
reconci l ing i tems. In addi t ion, the completed bank reconci l iat ions should be reviewed
and approved by a responsible Vi l lage off ic ia l .  This would ensure that bank
reconci l iat ions are being completed in a t imely manner and that unusual act iv i ty is not
occurnng.

6. Procedures for Voided Checks

Criteriai All governments are required to have a strong system of internal controls to safeguard

Condit ion. Voided checks were discovered that were st i l l  fu l ly in tact  and able to be cashed.
Cause: The Village's system of internal controls does not mandate this process currently.
Effect: As a result. voided checks could futuristicallv be cashed and used for unintended and

inappropr iate purposes.
Recommendat ion: We recommend that the Vi l lage adopt a pol icy mandat ing that any voided check have

the signature block cut off of the actual check or crossed out in a permanent form. The
actual check should then be retained for future documentation.



7. Accurate Recording of Data

Criteria.

Condit ion:

Cause.

Effect:

Recommendation:

Criteria:

Condit ion.

Cause:

Effect.
Recommendation.

Criteria
Condit ion.

8. Segregation of duties:

All governments are required to maintain a general ledger system that accurately
represents the transactions of the government and conform to Generally Accepted
Account ing Standards (GAAP).
We discovered numerous instances of erroneous data entry, including checks clearing
the bank for different amounts than what had been recorded in the general ledger.
Several disbursements were inconsistently posted to the general ledger and coded to
incorrect general  ledger accounts.
Management lacks the training required to accurately maintain the computer based
general ledger system in which it relies on record keeping purposes.
As a result, the interim financial statements produced from the computer based system
are not rel iable,  which may cause budget ing problems throughout the year.
We recommend that the Vi l lage hire an lndependent consultant to walk them through the
complete data entry process for a period of time sufficient to lend a feeling of comfort
movrng forward. In addi t ion, we also recommend that the Vi l lage forego the current
system and begin with the audited balance sheet numbers as of  Apr i l  1,  2008 to ensure
data integr i ty.  Last ly,  we recommend that the Vi l lage approve the consult ing with
outside professionals on a monthly basis for help with post ing i tems in quest ion, i f
necessary.  This can save the Vi l lage money in the long run

All governments are required to have a strong system of internal controls to safeguard

The ult imate accounting system would include enough employees to completely
segregate all aspects of each transaction. Different departments or individuals would
handle. transaction authorization, transaction execution, asset handling, recording of
transactions, review of transactions, review of transactions and subsequent control of

The Village cannot enact a complete separation of all aspects of each transactron due to
the nature of local unit government. The "cost to benefit" relationship also would not
just i fy a complete segregation of al l  duties.
As a result,  the Vi l lage must understand the l imits of their internal control system.
We recommend that the Vi l lage Board Members understand these circumstances when
performing their oversight responsibi l i t ies.

9. A banking r isk exists due to al l  resources being at  one inst i tut ion:

All governments are required to have internal controls in place to minimize r isk.
By spreading cash deposits to more than one f inancial inst i tut ion, the Vi l lage's assets
would be FDIC insured in their entirety. Time and savings deposits are insured up to
$100,000 per custodian and demand deposits are also insured up to $100,000 per
custodian. The Vil lage may have more than one off icial custodian, thereby increasing
the amount of coverage the Village has, however, if the exercise of authority or control
over the funds of the Village requires action by or the consent of two or more custodians,



the two custodians together will be treated as one official custodian for the purpose of
calculat ing deposi t  insurance coverage.

Cause: Some of the Vi l lage's cash and cash equivalents are not insured for bank fai lure.
Effect: The Village is at risk for asset loss.
Recommendat ion: The Vi l lage should move some accounts to a di f ferent inst i tut ion, thereby minimizing

custodial  credi t  r isk.

These condit ions were considered in determining the nature, t iming, and extent of  the audit  tests to be appl ied
in our audi t  of  the Vi l lage's f inancial  statements and this communicat ion of  these matters does not af fect  our
report  on the Vi l lage's f inancial  statements,  dated September 30. 2008.
This communicat ion is intended solely for the informat ion and use of the Vi l lage Board of  the Vi l lage of Lincoln
and the State of Michigan Department of Treasury and is not intended to be and should not be used by anyone
other than these soecified oarties.

Johnson & Schulze, PC
September 30, 2008


